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Item 5.02. Departure of Directors or Certain Officers; Election of Directors; Appointment of Certain Officers; Compensatory Arrangements of Certain
Officers.
Departure of Chief Executive Officer and Director
On December 16, 2019, G. Kelly Martin, Chief Executive Officer of Novan, Inc. (the “Company”) and a member of the Board of Directors (the “Board”)
of the Company, notified the Company that (i) he will step down as the Company’s Chief Executive Officer upon the February 1, 2020 expiration of his
employment agreement, dated August 8, 2018, with the Company and (ii) concurrent with the end of his term as Chief Executive Officer, he is resigning from the
Board, effective February 3, 2020.
Appointment of Successor Chief Executive Officer
The Company has appointed its current President and Chief Operating Officer, Paula Brown Stafford, to fill the role of Chief Executive Officer, effective
February 2, 2020. Ms. Stafford joined the Company as Chief Development Officer in March 2017 and was promoted to President and Chief Operating Officer in
January 2019. Ms. Stafford was appointed to the Board in August 2017 and will remain a member of the Board as she moves into the role of Chief Executive
Officer.
There is no arrangement or understanding with any person pursuant to which Ms. Stafford was selected as Chief Executive Officer, and there are no
family relationships between Ms. Stafford and any director or executive officer of the Company. Additional information about Ms. Stafford can be found in the
Company’s definitive proxy statement, filed with the Securities and Exchange Commission on April 18, 2018.
Employment Arrangement with Paula Brown Stafford
Effective December 17, 2019, the Company entered into an Amended and Restated Employment Agreement with Ms. Stafford (the “Employment
Agreement”). The Employment Agreement amends and restates the Company’s prior employment agreement with Ms. Stafford. Pursuant to the Employment
Agreement, beginning on February 2, 2020, Ms. Stafford will continue to serve as President and will begin to serve as Chief Executive Officer during an initial
term that expires on December 31, 2021, and is subject to automatic renewals for additional one year periods unless either party gives timely notice to the other
party as specified in the Employment Agreement.
The Employment Agreement provides for an annual base salary of $590,000 and eligibility to participate in the Company’s standard benefit plans.
Ms. Stafford will be granted 600,000 stock appreciation rights (“SARs”) following the Company’s release of expected top-line results of the Phase 3
molluscum clinical program targeted in the first quarter of 2020, or before, having an exercise price equal to the fair market value of the Company’s common stock
on the grant date and with a ten year term (the “SAR Award”). The SARs will be granted on a contingent basis and shall be considered irrevocably forfeited and
voided in full if sufficient shares of the Company’s common stock are not available under the 2016 Incentive Award Plan or, if necessary to provide for sufficient
shares, the Company fails to obtain stockholder approval for amendments to the 2016 Incentive Award Plan required to provide sufficient shares for the SAR
Award at the next annual stockholders’ meeting. If a sufficient number of shares of the Company’s common stock are not available under the 2016 Incentive
Award Plan by the conclusion of the next annual meeting of the stockholders, the Company will be required to pay Ms. Stafford the cash equivalent of the value of
the SARs under the terms of the Employment Agreement in equal monthly installments over a twelve month period commencing within 30 days of the date she
provides notice of her intent to exercise. The SARs will entitle Ms. Stafford to a payment (in cash, shares of common stock or a combination of both) equal to the
fair market value of one share of the Company’s common stock on the date of exercise less the exercise price. The SARs will vest in equal quarterly installments,
such that they will be vested in full on December 31, 2021, contingent on Ms. Stafford’s continued service with the Company, which shall include any
uninterrupted service as a director or consultant following termination of employment, unless vesting is otherwise expressly accelerated pursuant to the SAR
Award or the Employment Agreement.
Beginning in 2020, Ms. Stafford will, upon achievement of the annual bonus objectives established by the Board pursuant to the Company’s Executive
Annual Incentive Plan or another bonus plan established by the Company, be eligible to receive a target annual bonus (the “Annual Bonus”) equal to not less than
55% and up to a maximum of 75% of her annual base salary, with achievement of the Annual Bonus objectives and the amount of the Annual Bonus being
determined by the Company’s compensation committee in its reasonable discretion. For 2019, Ms. Stafford will, upon achievement of all of the Annual Bonus
objectives, be eligible to receive a target annual bonus equal to 50% or more of her annual base salary, with achievement of the Annual Bonus objectives and the
amount of the Annual Bonus being determined by the Company’s compensation committee in its reasonable discretion. Ms. Stafford will also be eligible for
additional, discretionary bonus awards under the Company’s 2016 Incentive Award Plan and the Tangible Stockholder Return Plan, at such level and on such
terms as approved in the sole discretion of the Company’s compensation committee.
In the event of Ms. Stafford’s termination of employment either upon nonrenewal by the Company of the term of the Employment Agreement, by the
Company without “cause” or by Ms. Stafford for “good reason” (except as set forth below), then in addition to any accrued amounts and subject to Ms. Stafford
timely delivering an effective release of claims in the Company’s favor and her continued compliance with

the previously signed Restrictive Covenants Agreement between the Company and Ms. Stafford, Ms. Stafford will be entitled to receive payment of Ms. Stafford’s
then-current base salary, plus a prorated annual bonus calculated at the minimum target level of the calendar year in which the “separation date,” as defined in the
Employment Agreement, occurs based on the percentage of the calendar year actually worked by Ms. Stafford as of the separation date, each multiplied by 1.5,
plus the amount of any unpaid Annual Bonus for the prior calendar year. Such amounts will be paid in equal monthly installments over 12 months in accordance
with standard payroll practices and provided, that to the extent that any such cash award constitutes nonqualified deferred compensation under Section 409A, the
cash payment will be paid subject to any delay required by Section 409A. Ms. Stafford will also be entitled to vesting of any then unvested portion of the SAR
Award that would have otherwise vested through the calendar quarter following the calendar quarter in which the separation date occurs. In the event of certain
changes to the Company’s board of directors that constitute “good reason” under the Employment Agreement, Ms. Stafford will be entitled to receive payment of
her then-current base salary for a one-year period and the amount of any unpaid Annual Bonus for the prior calendar year, if any, and vesting of any then unvested
portion of the SAR Award that would have otherwise vested through the calendar quarter in which the separation date occurs. Upon termination of employment by
Ms. Stafford other than for good reason or due to her death or disability, or by the Company for cause, Ms. Stafford will not be entitled to any additional
compensation beyond any accrued amounts.
Under the Employment Agreement, “cause” is defined as (i) Ms. Stafford’s conviction of, or plea of no contest to, any crime (whether or not involving the
Company) that constitutes a felony in the jurisdiction in which Ms. Stafford is charged, or that involves moral turpitude, (ii) any act of theft, fraud or
embezzlement, or any other willful misconduct or materially dishonest behavior by Ms. Stafford, (iii) Ms. Stafford’s material failure or repeated refusal to perform
her reasonably assigned duties, provided that such failure or refusal is not corrected as promptly as practicable, and in any event within 10 calendar days after Ms.
Stafford shall have received written notice from the Company stating the nature of such failure or refusal, (iv) Ms. Stafford’s willful or material violation of any of
her obligations contained in any agreement between Ms. Stafford and the Company, (v) conduct by Ms. Stafford that constitutes willful gross neglect or willful
gross misconduct in carrying out her duties under this Agreement that results or that may result, as reasonably determined by the Company, in material harm to the
Company, including harm to its reputation; or (vi) any material failure by Ms. Stafford to comply with the Company's written policies or rules, as they may be in
effect from time to time, if such failure causes material/reputational or financial harm to the Company.
Under the Employment Agreement, “good reason” is defined as (i) a material diminution in Ms. Stafford’s annual base salary or Annual Bonus eligibility,
(ii) a material, adverse change in Ms. Stafford’s title, authority, duties, or responsibilities (other than temporarily while Ms. Stafford is physically or mentally
incapacitated or as required by applicable law), taking into account the Company's size, status as a public company, and capitalization as of the date of the
Employment Agreement, (iii) a material change in the geographic location at which Ms. Stafford must perform services for the Company, not to include regular
business travel, (iv) any other action or inaction that constitutes a material breach of the terms of the Employment Agreement by the Company, or (v) on or before
the one year anniversary of the effective date of the Employment Agreement, either (1) the Board elects a person to serve as Chair of the Board who is not the
current incumbent as of the effective date of the Employment Agreement, or (2) the current incumbent directors on the Board as of the effective date of the
Employment Agreement cease for any reason to constitute a majority of the Board; provided that “good reason” shall not include an event or condition unless (A)
Ms. Stafford notifies the Company within 30 days of the initial existence of one of the adverse events described above, (B) Ms. Stafford provides the Company
with at least 30 days’ written notice of her intent to resign for “good reason”, and (C) the Company fails to correct the adverse event within 30 days of such notice.
Notwithstanding the foregoing, the Employment Agreement further provides that, in the event that the following occur (i.e. a “double trigger”):
(i) a “change in control,” as defined in the Employment Agreement (which incorporates the definition from the 2016 Incentive Award Plan), and
(ii) Ms. Stafford is terminated from employment by the Company without cause or upon the nonrenewal by the Company of the term of the Employment
Agreement or by Ms. Stafford for good reason (other than due to certain changes on the Company’s board of directors) within 12 months after a change in control,
subject to Ms. Stafford timely delivering an effective release of claims in the Company’s favor and her continued compliance with the Restrictive Covenants
Agreement between the Company and Ms. Stafford
Ms. Stafford will be entitled to receive payment of her then-current base salary, plus a prorated annual bonus calculated at the minimum target level of
the calendar year in which the separation date occurs based on the percentage of the calendar year actually worked by Ms. Stafford as of the separation date, each
multiplied by 2.5, plus the amount of any unpaid Annual Bonus for the prior calendar year. Such amounts will be paid in equal monthly installments over
24 months in accordance with standard payroll practices and provided, that to the extent that any such cash award constitutes nonqualified deferred compensation
under Section 409A, the cash payment will be paid subject to any delay required by Section 409A. Ms. Stafford will also be entitled to vesting of any then unvested
portion of the SAR Award and any other equity grant as of the separation date.
Item 7.01. Regulation FD Disclosure.
The press release issued by the Company on December 18, 2019, announcing the matters described above, is filed herewith as Exhibit 99.1, and is
incorporated herein by reference.

The information in this Item 7.01, including Exhibit 99.1, shall not be deemed “filed” for the purposes of Section 18 of the Securities Exchange Act of
1934, as amended, or otherwise subject to the liability of that section. Furthermore, the information in Item 7.01, including exhibit 99.1, in this report shall not be
deemed incorporated by reference into the filings of the Company under the Securities Act of 1933, as amended.
Item 9.01. Financial Statements and Exhibits.
(d)

Exhibits

EXHIBIT INDEX

Exhibit No.

99.1

Description

Press release dated December 18, 2019.

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

Novan, Inc.
Date: December 18, 2019

By:

/s/ John M. Gay
John M. Gay
Vice President, Finance

Exhibit 99.1
Novan Announces Planned Chief Executive Officer Transition
•
•
•

Paula Brown Stafford appointed as CEO effective February 2, 2020
G. Kelly Martin’s term as CEO will end on February 1, 2020, per his employment contract
Mr. Martin will step down from the Novan Board of Directors effective February 3, 2020

MORRISVILLE, N.C. - December 18, 2019 - Novan, Inc. (“the Company” or “Novan”) (Nasdaq:NOVN) today announced that Paula
Brown Stafford, currently President and Chief Operating Officer (“COO”) of Novan, will succeed G. Kelly Martin as its Chief Executive
Officer (“CEO”), effective February 2, 2020, and she will remain a member of the Novan Board of Directors.
Mr. Martin, as per previous agreement, has a fixed term employment contract that is due to expire on February 1, 2020 and Mr. Martin will
step down as Novan’s CEO at that time. Concurrent with the end of his term as CEO, Mr. Martin will also step off the Board of Directors,
effective February 3, 2020. Mr. Martin and Ms. Stafford will collaborate to execute a smooth transition of CEO responsibilities.
Ms. Stafford joined Novan as the Chief Development Officer in March 2017 before being promoted to President and Chief Operating Officer
in January 2019. Prior to Novan, Ms. Stafford was President of Clinical Development at Quintiles (now IQVIA). In this role, Ms. Stafford
was responsible for global clinical development operations, overseeing approximately 20,000 professionals and reaching $3 billion in annual
revenue. While at Quintiles, Ms. Stafford was a member of the Executive Committee, the Technology Investment Committee, and a Board
Observer.
“On behalf of the Board of Directors, we are extremely pleased to have Ms. Stafford assume the role of CEO and lead Novan into its next
phase of business progress. Her extensive leadership and career experience are well suited for our CEO role,” said Robert Ingram, Executive
Chairman of Novan’s Board of Directors.
“I am honored and excited to lead Novan into our next chapter. We have the team in place to continue building on the great progress we’ve
made to date,” stated Ms. Stafford. “I look forward to continuing to collaborate with employees, investors, partners and patients as we take
next steps together.”
For her outstanding contributions to healthcare and pharmaceutical development, Ms. Stafford was honored with a Distinguished Alumna
Award from the University of North Carolina at Chapel Hill in 2016, was invited in July 2014 to provide expert testimony in the U.S.
Congressional hearing on the topic of modernizing clinical trials: “21st Century Cures,” was named one of the 10 top women in biotech by
FierceBiotech in 2012, and in 2011 received the Triangle Business Journal’s “Women in Business” award.
In addition to her role at Novan, Ms. Stafford serves on the board of Health Decisions, Inc. and is an adjunct professor in Public Health
Leadership at the Gillings School of Global Public Health at the University of North Carolina at Chapel Hill. Ms. Stafford holds a Bachelor
of Science and a Master of Public Health, both from the University of North Carolina at Chapel Hill, with a specialization in Biostatistics.
About Novan
Novan, Inc. is a clinical development-stage biotechnology company focused on leveraging nitric oxide’s naturally occurring anti-microbial
and immunomodulatory mechanisms of action to treat a range of diseases with significant unmet needs. We believe that our ability to deploy
nitric oxide in a solid form, on demand and in localized formulations allows us the potential to improve patient outcomes in a variety of
dermatology, women’s health and gastrointestinal diseases.

Forward-Looking Statements
This press release contains forward-looking statements including, but not limited to, statements related to our next phase of business
progress. Forward-looking statements are subject to a number of risks and uncertainties that could cause actual results to differ materially
from our expectations, including, but not limited to, risks and uncertainties in the clinical development process, including, among others,
length, expense, ability to enroll patients, reliance on third parties, potential for delays and that results of earlier research and preclinical or
clinical trials may not be predictive of results, conclusions or interpretations of later research activities or additional trials; risks related to the
regulatory approval process, which is lengthy, time-consuming and inherently unpredictable, including the risk that our product candidates
may not be approved or that additional studies may be required for approval or other delays may occur and that we may not obtain funding
sufficient to complete the regulatory or development process; our ability to obtain additional funding or enter into strategic relationships or
other business development necessary for the further development of our product candidates; and other risks and uncertainties described in
our annual report filed with the SEC on Form 10-K for the twelve months ended December 31, 2018, and in our subsequent filings with the
SEC. These forward-looking statements speak only as of the date of this press release, and Novan disclaims any intent or obligation to update
these forward-looking statements to reflect events or circumstances after the date of such statements, except as may be required by law.
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